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FVCCF UPDATE 94 -1 APRIL 1994 

A N INFORMA TION RELEAS E FOR FISHING VESSEL CAPITAL CONSTRUCTION FUND A GREEMENT HOLD ERS 

Periodically we plan to provide information updates on the administration of Fishing
Vessel Capit al Construct ion Funds.  Please let us know  to pics you w ould  like t o see 
discussed in subsequent UPDATE releases. 

A number of  initiatives are now  in process at NM FS to review  files for missing documents
and clear a backlog of paperw ork. In addition, it appears that t he Internal Revenue 
Service is t aking inc reased interest  in FVCCF tax deferrals and w ithd raw al qualific ations. 

We suggest that y ou review t he requirements of your FVCCF Interim Agreement and
attached amendments to be certain that y ou are complying wit h all terms of the 
agreement. A ll documentation must  be in order before w e can make a determination 
of  th e valid it y of  CCF deposit s or w het her w ithdraw als made may be t reated as 
quali fi ed under t he agreem ent . A lso,  th is inf orm ation is  also necessary bef ore an 
agreement can be terminated. If FVCCF transactions are not properly documented on 
a year-by-year basis, these records may be difficult to locate. 

Code and Regulations Governing the Fishing Vessel Capital Construction Fund

The FVCCF agreements  are adm inist ered by  th e Depart ment o f Co mm erce (NOAA/Nat ional

Marine Fisheries Service) using Commerce regulations and joint regulations w ith the

Depart ment  of  Treasury (Int ernal Revenue Serv ice).


Upon request, w e w ill supply copies of code and regulation sections governing administration
of the Capital Construction Fund. Important documents for your library include: 

< Section 607 of the Merchant Marine Act, 193 6, as amended (46 U.S.C. 1177) 
< 50  CFR, Part 25 9.3 0 t hrough 259 .38  (Interim Fishing Vessel Capital Construction 

Fund Procedures) 
< 26  CFR, Part  3. 0 t hrou gh 3 .1 1 (Depart ment o f T reasury,  Int ernal Revenue Serv ice, 

Capital Const ruct ion Fund Rules and Regulations) 

Other im port ant  references inc lude: 
< Internal Revenue Code Section 7 51 8 
< Internal Revenue Service Publication 595 , Tax Guide f or Com merc ial Fisherm en 

(updated and issued annually) 
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19 76  Proposed  Rules

Caution should be t aken w hen using the 1 97 6 J oint Proposed Rules (Federal Register, V ol 41 ,

No. 2 0,  published J anuary 2 9,  19 76 ) as a basis for handling  CCF agreement  transact ions. 

Neither NM FS nor the Internal Revenue Service is bound by  these prop osed rules.


A m ajor frustration to agreement holders and their representatives has been the lack of

guidance in hand ling many  transact ions. W e w ill communic ate using t his UPDATE fo rmat  as

new  inf orm ation is  released by t he Int ernal Revenue Serv ice.


Records and Reports

We are aggressively w orking to clear a backlog of paperw ork. Also, w e are initiating

systematic file review procedures which will, in many cases, require additional documentation. 

(Please see Interim  Capit al Const ruct ion Fund Ag reement , A rt icle X , Records and Report s.) 


Agreement holders and Representatives may receive a number of requests for informat ion or 
documentation in t he near fut ure. Your attention t o supplying these items will speed our
review and allow  us to be more responsive to your requests. 

We m ust  clear o pen it ems in a t imely m anner.  Failure t o respond  w ill,  th erefore,  be considered

a failure to meet substantial obligations of t he FVCCF agreement w hich requires that t he

agreement be terminated, and may cause substantial penalties for nonqualified withdrawals. 


Record Keeping Requirements For FVCCF Accounts

Records support ing all CCF transact ions and fund  activ ities must  be kept unt il the agreement is

off icially terminated. The Federal statut e of limit ations then cont rols. Since this record

keeping requirement may cover a number of years, consider establishing a permanent f ile for

each agreement holder' s FVCCF account ing records. Support  for deposit s, w ithdraw als, basis

computations, vessel depreciation, and disposition records may be needed many years later. 


IRS Publicat ion 5 95  - Tax  Guide f or Com merc ial Fisherm en

The 1 99 3 v ersion  of  Publication 5 95  has expanded and c larif ied t he exp lanat ion o f FV  Capit al

Construction Funds. We suggest obtaining Publication 595  each year because IRS instructions

fo r the Fund are st ill evo lving. The telephone order numb er for IRS is 1-8 00 -82 9-3 67 6.


For those Indiv idual tax payers f iling Form 1 04 0 ret urns and w ho must  also complete Form

62 51  (Alt ernative Minimum  Tax - Individuals) or worksheets f or Schedule D, please note the

enclosed not ice f rom  IRS explain ing an  error  in Publicat ion 5 95  concern ing t he co rrec t m anner

to adjust taxable income carried to those forms. 


Physic al Deposit  of  Funds is  Required

Recent  IRS audit s have brou ght  to  our at ten tion t hat  some agreement  holders hav e become lax

in handling their CCF accounts. A ft er the effectiv e date of your FVCCF agreement, all deposits

must be made into the CCF Depository designated in your agreement . This phy sical deposit is

required even if the funds are immediately wit hdrawn t o reimburse the general fund f or

qualified expendit ures on a Schedule B vessel. Failure to do so risks t he validity  of t he deposits

as deductible against fishing income. 


If you w ish to use a new  depository account (bank or investment), please request t he addition 
or change by lett er. The CCF Interim A greement w ill be amended to show  the new  depository. 
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Permission Required for Wit hdraw als

Caution: No w ithdraw als from the FVCCF account may be made w ithout prior permission from

NMFS. We can only  ratif y an ot herw ise qualified w ithdraw al if t he request fo r ratif ication is

received and doc ument ed in our f iles bef ore t he tax ret urn d ue dat e (w ith extensions) for the

tax  year in w hich t he w ithdraw al w as made. (How ever,  a w ithdraw al of  an ov erdepo sit  may

be made w ithout  permission  before t he tax ret urn is  fi led.) 


The reg ulat ions  do not  give leew ay f or lat er rat if icat ion o f w ithdraw als. (5 0 CFR Sec

25 9. 33 (d).  Lack of  perm ission f or any  w ithdraw al may  be considered a f ailure t o meet a

subst antial obligation o f t he agreement;  the ent ire fund or any port ion of  it m ay be t reated as a

nonqualified w ithdraw al.


NMFS permission is also required for nonqualified wit hdrawals. Permission may occasionally

be granted f or verif iable hardship. The tax penalt y prov isions described on page four st ill apply

to these funds. Without NMFS permission, the CCF agreements may be terminated. 


Complet ed Objec ti ves

Permission to w ithdraw  is conditional upon timely receipt of  all documentation of t he

expenditures as required by the cont ract and amendments. (See 50 CFR Sec 259 .37 ) The

w ithdraw al permission lett er specifies documents required. In many cases, agreement holders

have neglected to document the completion of an objective by supplying this documentation. 

A review  of t he status of each Schedule B is needed each year. Please review  the status of

each Schedule B objective every year, perhaps while com pleting the Deposit/ Wit hdraw al report.


Caution: Paperwork must be completed for the w ithdraw als to be considered qualified. 

Loan Docum ent s Required

When making principal payments on a vessel mortgage using FVCCF funds, a copy of the not e

must be on file show ing the origination date, lender, and terms of the loan. Loan documents

must  only  be submit ted  one t ime unless t erms  of  the loan c hange.


For each year that principal payments are made, submit: 

- An amort izat ion schedule covering  th e period show ing ac tu al payment d ates  of  principal 
payments made or a statement from t he noteholder show ing this information, and 

- A basis recom put ation f or t he vessel at  th e beginning  and end  of  tax able year. If  th is has 
not p reviously been prepared for and subm itt ed to NM FS, please prepare the basis 
com put ation,  inc luding annual ad just ments  to  dat e. 

Caution:	 Basis of the vessel is reduced as of t he date that  the mortgage paym ent is act ually
made (not the date of reimbursement if actual payments w ere disbursed from the 
vessel's general fund). 

Under Treasury Regulation Sec. 3. 6(d), a method of account ing may be adopted to
adjust basis on the first  day of  the t ax year f or paym ents act ually made in t he first 
half of  the year; f or payment s actually m ade during the second half  of t he year, basis
is reduced on the first day  of t he succeeding tax year. 

Preparing Deposit/Wit hdraw al Reports

A recent survey of  NOAA Form 34 -82 f orms submitt ed w ith tax ret urns revealed a number of

errors and inconsistent treatment s. Please be certain that each transaction is detailed, giving

the date, Vessel that is the source of income or object of expenditure, and dates of each

tr ansaction f or w hich general f und reimbursements  are made.
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Sample fo rms,  general and detailed direct ions are enclosed. Please review  these direct ions; 
many experienced preparers are not using the form  correctly. Please prepare supporting
schedules if income deposits cannot be easily traced to the agreement holder's tax returns. A 
supporting schedule is also needed for reimbursements to a general fund covering a number of 
small disbursem ents. 

Frequent  errors inc lude: 

- Including unrealized gains or losses as additions or subtractions from  a subceiling
(Ordinary Income, Capit al Gain, or Capital) 

- Omitt ing the Schedule A or Schedule B page numbers for t he vessel involved in the 
tr ansaction in  th e column t it led " Schedule Ref.  No. "  This  is part icu larly  import ant  w hen 
more than one vessel is invo lved . (For ex ample, w ithdraw als f or app rov ed exp endit ures 
on ob ject ives show n on agreement  Schedu le B, Page 1 m ay be des ignat ed " B-1" .) 

Am ended Returns and IRS Audits

A c opy of  any amended return is needed f or FVCCF files. A lso, please advise us of any audit

adjustments that af fect CCF deposits, w ithdraw als, vessel basis, or depreciation. 


Inactive Agreements

We w ill issue 60-day letters (w arning of termination of t he fund) as we identify  agreement

holders w ho have not  complied w ith report ing requirements,  are not meet ing minim um deposit

requirement s, and/o r are overdue on planned object ives.


Nonqualified W ithdraw als

Any  termination result s in a nonqualified wit hdraw al of remaining funds. These deposits are

taxed at the highest marginal rate, 3 9.6 %  for 1 99 3 and 19 94 . In addition, an interest f actor

on the deferred taxes is added. For 19 93  nonqualified wit hdrawals the rate w as 6.73 %  for

each year the funds were outstanding. 


Reaching a FVCCF Financial Assistanc e Specialist

Most  of ou r staf f w ork betw een the hours of  7: 30 am and 4: 30 pm, Eastern Time. It  is

generally easiest to reach us during the morning hours. If you leave a message, please include

the CCF number of the agreement holder so that we may pull the file before returning your call. 

You may also want to FAX messages to us after business hours (301 / 589 -2686). 


Due to the retirement during the past year of Jack Kelly and Dorothy Bostic, tw o of our senior

staf fers,  you m ay be talking t o new  Financial Assist ance Specialists.  Mary  Ellen McM illin is a

cert if ied public  accountan t an d handles FVCCF Federal tax ation issues.  Rick V anGorder

handles all aspects of one group of our agreements. Debbie Richardson will verify receipt of

paperwork . Liz Brow n, M ary Frye and Steven Schumacher cont inue to provide support  to

agreement h olders w hile handling ext ra w orkloads du ring t he orientat ion of  the new  specialists.


Representat ives Listed in Our Database

We are in the process of updating Representatives for FVCCF agreement holders. The

Represent ati ve is  general ly t he f inanc ial pro fessional w ho prepares th e tax  returns  and adv ises

you on  CCF matters.  If t here has been a change since t he initial agreement  w as signed, please

send a letter to us w ith the change. We also need to know  w hether the Agreement Holder or

the Representative should receive our mailings. 



